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With this issue of The Woman CPA we 
are pleased to introduce Roland L. 
Madison, CPA, Ph.D., as editor of our 
newly established Nonbusiness Organ­
izations Department. Dr. Madison is 
Professor and Chairman of Accounting 
at John Carroll University in Cleveland. 
He has published widely in professional 
accounting and business journals and 
has been a frequent contributor to The 
Woman CPA.
The leadership role in the develop­
ment of accounting standards has 
been a topic of much debate in the last 
decade. As many accountants realize, 
the Financial Accounting Standards 
Board (FASB) was created as a result 
of the Wheat Committee (1972) recom­
mendations in order to ensure the 
retention of the standards setting func­
tion in the private sector.
The lack of a conceptual foundation 
from which we could develop account­
ing principles and reporting standards 
was a criticism often heard prior to the 
creation of the Board. The publication 
of the Trueblood Committee Report 
(Objectives of Financial Statements, 
1973) formally signaled the com­
mencement of a conceptual framework 
project by the private sector.
In their report, the Trueblood Com­
mittee devoted a brief chapter to the 
objectives of financial statements for 
governmental and not-for-profit 
organizations. The highlight of their 
discussion was the difficulty involved 
in the measurement and evaluation 
process by decision-makers about the 
achievements of nonbusiness entities. 
Such a process generally must con­
sider qualitative factors and goal 
achievement more important than 
monetary wealth increments, as 
signified by the financial statements of 
profit-oriented entities. Managers of 
nonbusiness units, like those of com­
mercial enterprises, are accountable 
for their performance and achievement 
of goals as defined for them by their 
resource providers and executive 
boards. Thus, reporting on such per­
sonnel and their entities is just as im­
portant as it is for their commercial 
enterprise counterparts.
The Trueblood Committee sum­
marized their discussion by stating the 
following objective for reporting by 
nonbusiness entities:
An objective of financial state­
ments for governmental and not-for- 
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formation useful for evaluating the 
effectiveness of the management of 
resources in achieving the organiza­
tion’s goals. Performance measures 
should be quantified in terms of iden­
tified goals.
Since its inception, the conceptual 
framework project has moved forward 
in a very meticulous and cautious man­
ner. Initially, there were two problems 
that hindered progress in the develop­
ment of standards in the nonbusiness 
area. The first was the secondary pri­
ority given by the Board to the estab­
lishment of objectives of financial 
reporting for governmental and not-for- 
profit organizations. The Board placed 
its initial priority on developing objec­
tives of financial reporting by business 
enterprises. Unfortunately the non­
business area occupied a secondary 
position for nearly five years while the 
efforts of the Board were divided 
among the development of a concep­
tual framework for commercial entities, 
dealing with the establishment of ac­
counting standards in problem areas 
left unresolved by the Accounting Prin­
ciples Board (APB) and attending to 
current problems that developed dur­
ing this time period. Accordingly, we 
must be understanding—to a degree— 
of the Board for their failure to move 
more rapidly in the nonbusiness area. 
At last: Nonbusiness Entities 
are Given Formal Recognition 
in the Conceptual Framework 
Project
In May, 1978, the Board published 
the FASB Research Report, Financial 
Accounting in Nonbusiness Organiza­
tions. This report, which was prepared 
by Professor Anthony, and a Discus­
sion Memorandum (June, 1978) that 
was prepared by the Board’s staff, 
resulted in the issuance of an ex­
posure draft about the Objectives of 
Financial Reporting by Nonbusiness 
Organizations (March, 1980) after 
nearly two years of deliberations. By 
yearend, the Board issued, under the 
same title, Statement of Financial Ac­
counting Concepts No. 4, which ac­
cepted most of the points discussed in 
the exposure draft. Thus, seven years 
after the Trueblood Report, the not-for- 
profit entities had finally received 
premier recognition as a formal ele­
ment within the conceptual framework 
project.
Unfortunately, other problems have 
occurred recently that have impeded 
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progress beyond the objectives phase 
of the project. These will be considered 
in another portion of this article.
The second problem that has 
somewhat impeded more rapid pro­
gress of the nonbusiness portion of the 
conceptual framework project has two 
related facets. The first is the question 
of the scope applicability of the objec­
tives to state and local governmental 
units. The other facet of the question 
is who is to establish accounting and 
reporting standards for these units.
The Board stated (SFAC No. 4, 
1980) that it saw “no persuasive 
evidence that the objectives in this 
Statement are inappropriate for 
general purpose external reports of 
governmentals units.” In a separate 
statement (October, 1982) Board 
Chairman Kirk said he opted for a 
single standard-setting body for both 
commercial and nonbusiness units in­
cluding state and local government en­
tities for cost and consistency reasons. 
According to Kirk, however, represen­
tatives from government have said the 
FASB was not acceptable to them for 
the present to act as the standard set­
ting body. It has not yet been deter­
mined whether a new Governmental 
Accounting Standards Board (GASB) 
will be developed through the Finan­
cial Accounting Foundation to serve as 
the standard setting body for govern­
mental units or if the National Council 
on Governmental Accounting or Coun­
cil on State Governments (CSG) will 
assume that function. While this point 
of indecision has not been a critical 
factor in the progress of the non­
business portion of the conceptual 
framework project, it has been a 
significant problem causing confusion 
to nonbusiness entities that are reci­
pients of governmental support funds. 
Many of these entities are required to 
develop sound accounting and report­
ing systems that will permit the evalua­
tion of their programs and proper uses 
of funds. The Corporation for Public 
Broadcasting (CPB) is one group that 
has expressed concern about the lack 
of a definitive leadership to establish 
accounting and reporting principles for 
government and other nonbusiness 
organizations. In a recent report, the 
CPB stated:
The present state of generally ac­
cepted accounting principles for non­
profit organizations provides for different 
treatment of similar transactions depend­
ing upon the nature of the entity.
. .. the present generally accepted ac­
counting principles differ between states 
and local governments, universities and 
other nonprofit entities.
Once the conflict in accounting prin­
ciples is resolved by the accounting pro­
fession, it is the intention of the CPB to 
require the use of a single set of prin­
ciples by all public telecommunications 
entities (Principles of Accounting and 
Financial Reporting for Public Telecom­
munications Entities, March, 1980). 
Until the leadership question is set­
tled, the CPB has used Statement of 
Position Number 78-10 (AICPA, 1978) 
as the basis for developing an interim 
statement of principles for the telecom­
munications industry.
New Board Member May 
Solve Several Critical Issues
Critical points have been reached on 
two frontiers in the conceptual frame­
work project. The first is one that quite 
likely may affect the basic traditional 
accounting model. The Board is pur­
portedly split three and three on the ac­
counting measurement issue of cur­
rent cost versus historical cost and the 
criteria for recognition in the model. 
Victor H. Brown, who joined the Board 
late in 1982, will apparently cast the 
deciding vote that will determine the 
direction financial reporting will take in 
the future. Considering Mr. Brown’s 
diversified experience in academia, 
corporate and public accounting, it is 
not feasible to predict his posture on 
this issue.
The second issue relates to the 
delayed progress in the nonbusiness 
organizations portion of the conceptual 
framework project. Hopefully, Brown 
will also arbitrate the disagreements 
and the purported environment of 
unrest—some have phrased the situa­
tion more strongly—that exists be­
tween the Board and its staff at this 
time.
It has been over two years since the 
Board issued Statement of Financial 
Accounting Concepts No. 4 which 
discussed the four Objectives of Finan­
cial Reporting by Nonbusiness 
Organizations (December, 1980). The 
Board had tentatively scheduled the 
release of a concepts exposure draft 
about reporting the changes in equity, 
cash flows, and financial position of 
nonbusiness organizations for the third 
quarter of last year. As previously 
stated, the Board and the staff have 
unresolved problems that postponed 
the release of the exposure draft.
The nature of the problems is not 
confined to the concepts statement 
alone, but extends to the standards 
and accounting practices—or diversi­
ty of such—that may arise. The Board 
is looking ahead to the direction that 
potential standards may take as deriv­
ed from the concepts statement. The 
differences between the Board and the 
staff must be settled before an ex­
posure draft is released for comment 
to the profession.
Several of the problem areas faced 
by the Board and staff are best 
phrased as question:
What is the significance of net in­
come (bottom-line priority) to non­
business entities?
If net income is not of primary im­
portance, to what degree does the 
matching principle have to be 
applied?
Is the matching principle for a non­
business entity different from the 
conventional application used by 
profit-oriented institutions? Is the 
same degree of attempted precision 
required for nonbusiness financial 
reporting?
Should there be a distinction in the 
manner transactions are handled by 
an eleemosynary organization when 
they occur as a portion of commer­
cial enterprises’ charitable activities?
What is ‘equity’ in a nonbusiness 
organization? Is it a specific claim on 
assets that may be designated as a 
creditor or an owner—or is it more 
appropriately considered as a pool or 
source for economic resources?
Time — and Purpose- 
Restricted Operating 
Contributions Pose 
Problems of Income 
Determination and Financial 
Statement Classification
Another problem faced by the Board 
is the proposed method of reporting 
time- and purpose-restricted operating 
contributions and how to integrate the 
tentative concepts for nonbusiness 
reporting with related business con­
cepts. As an example, if a 1984 pledge 
is received in an earlier period (e.g. 
1983), is this receipt considered as 
\revenue (during 1983) in the activity 
Statement or as a liability in the finan­
cial position statement? Or, given the 
nature of the entity, is the receipt a por­
tion of the resource pool of funds the 
entity may draw from in the future? 
This interpretation would consider the 
\ receipt as a part of the fund balance
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(shareholder’s equity of a profit- 
oriented entity), albeit its use 
restricted, and similar to the formal 
recognition of an appropriation of re­
tained earnings.
Given the nature of operations of a 
nonbusiness organization, the fund 
balance and the time- and purpose- 
restricted operating contributions tend 
to be viewed as a pool of resources to 
be expended either for a specified pur­
pose or in a stated time period. The 
contributions should be matched 
against the costs to be incurred to 
achieve the specified objective or the 
costs to be incurred during the time- 
restricted period to which the contribu­
tion relates. Accordingly, the receipt 
will not be considered as revenue in 
the current period and it is not con­
sidered an element of unrestricted 
equity at the close of the fiscal period. 
The Board and its staff do not appear 
to prefer a formal liability classification 
of these contributions similar to the 
traditional current- or noncurrent­
classifications used in reports of com­
mercial entities. Instead, their tentative 
view is the classification of such 
receipts between liabilities (for 
payrolls, materials, etc.) and equity 
(fund balance) to show the unique 
nature of the item. This is obviously 
similar to the deferred credit category 
as recommended for such receipts in 
AICPA Statement of Position 78-10. 
Unfortunately this treatment may pre­
sent a problem in terms of consistency 
within the overall development of the 
conceptual framework project. In point, 
the definitions given in Statement of 
Financial Accounting Concepts No. 3 
(FASB, 1980) exclude as an element 
of financial statements those deferred 
charges and deferred credits “whose 
sole justification is avoidance of distor­
tion or smoothing of earnings trends.”
While this treatment as a deferred 
credit may appear to be a compromise 
position of the item, it is relevant to ex­
amine the question posited earlier. Is 
net income and the matching principle 
of great significant in reporting the ac­
tivities of nonbusiness entities? When 
should operating contributions of this 
nature flow through the earnings (ac­
tivity) statement? If the funds are 
presently held but their use is 
restricted to a given time period—and 
perhaps a defined project—which will 
require future cost outlays to be incur­
red, the item should not flow through 
the earnings statement in the current 
period. Thus, a deferred credit on the 
financial position statement may be 
most appropriate. It will permit the 
receipt to be taken into earnings in the 
future period to which the contribution 
is specifically restricted and matched 
against the costs incurred during that 
time or phase of the defined project. 
This is consistent with the accrual 
basis of accounting recommended in 
SOP 78-10 for nonprofit organizations.
The Significance of 
Depreciation to Nonbusiness 
Organizations
Related to the previous discussion 
of the importance of net income or 
some similar identified figure to non­
business entities and the application of 
the matching principle is the 
significance attached to the recogni­
tion of depreciation by such entities. 
Generally speaking, depreciation is 
recognized as the consumption of a 
long-lived asset over its useful life 
thereby matching, in some manner, 
the assets’ cost with the benefits 
(revenue) generated during its life.
If net income and the matching prin­
ciple are deemed to be of primary con­
cern to the resource providers in 
evaluating the performance non­
business entities, then are our present 
depreciation methods adequate to 
achieve the desired degree of preci­
sion for these financial statement 
users? One senior FASB staff member 
believes the problem of time-restricted 
operating contributions is pertinent 
here because if the receipt is deferred 
from recognition in operations to a 
future period, should not a portion of 
the depreciable assets’ cost also be 
deferred? Just how precisely do we 
need to attempt to measure efforts 
expended and accomplishments 
achieved in this area? Do such precise 
attempts at measurement really pro­
vide users with more relevant informa­
tion that may be used to evaluate their 
future support for the entity—or are 
such decisions really more qualitative, 
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Conclusion
These are some of the thorny prob­
lems the Board and staff must resolve, 
at least among themselves, before an 
exposure draft is released to the pro­
fession. The historical development of 
the nonbusiness portion of the con­
ceptual framework project has had to 
overcome a number of obstacles to 
reach this point. We certainly extend 
to the Boad our sincere hope and ex­
pectations that its deliberations will be 
productive and give us additional 
direction for the improvement of finan­
cial reporting for nonbusiness 
organizations in the immediate 
future.Ω
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